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DIOEST: 

The apparent low bid on a contract for a 
1-year base period and two I-year options is 
materially unbalanced where there is 
reasonable doubt that acceptance of the bid 
will result in the lowest ultimate cost to 
the government. Such doubt may exist where 
the bid has a substantially front-loaded base 
period and does not become low until well 
into the last option year. 

International Shelter Systems, Inc. (ISS) protests the 
Navy's award of contract to Coastal American' Corporation 
(Coastal) under Invitation for Bids (IFB) No. N00421-85- 
B-0083. The Patuxent River Naval Air Station issued this 
solicitation in order to lease a mobile office facility for 
engineers working at its Naval Air Test Center. The lease 
was to cover a base period of 1 year, and to include two 
additional 1-year options. ISS challenges the Navy's 
rejection of its bid as materially unbalanced and thus 
nonresponsive. We deny the protest. 

The solicitation required bidders to submit prices for 
the base year and option periods, and f o r  installation/ 
removal costs. ISS and Coastal submitted the following 
bids: 

Coastal 
I n s  tal l/Remov e $ 9,286 
Base Year 36,000 
Option year 1 36,000 
Option year 2 

Total 
36,000 

$117,286 

ISS 
$11,770 
75,600 

7 20 
720 

$88,810 

ISS argues that its own bid was low, based on the 
total amounts submitted by each bidder, and that it is 
therefore entitled to award. In support of this argument, 
the protester refers to Section M of the IFB, entitled 
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"Evaluat ion Fac to r s  f o r  Award," w h i c h  provides  t h a t  t h e  
government w i l l  eva lua te  o f f e r s  by adding the t o t a l  p r i c e  
f o r  a l l  o p t i o n s  t o  t h e  t o t a l  p r i c e  €o r  t h e  b a s i c  
requirement.  

I n  response? t h e  Navy p o i n t s  ou t  t h a t  I F B  Sec t ion  M 
f u r t h e r  provided t h a t  t h e  government may r e j e c t  an o f f e r  a s  
nonresponsive i f  i t  is  m a t e r i a l l y  unbalanced a s  t o  p r i c e s  
for t h e  b a s i c  requirement and the  opt ion  q u a n t i t i e s .  A 
m a t e r i a l l y  unbalanced o f f e r  was d e f i n e d  a s  one based on 
p r i c e s  s i g n i f i c a n t l y  l e s s  than c o s t  for some work and 
s i g n i f i c a n t l y  o v e r s t a t e d  l o r  o t h e r  work. The  Navy argues 
t h a t  ISS's bid was heav i ly  f ront- loaded and t h e r e f o r e  
mathematically unbalanced. Furthermore, the  Navy argues 
t h a t  p r i c e s  l i s t e d  f o r  each of t h e  l e a s e  yea r s  d o  not 
a c c u r a t e l y  r e p r e s e n t  the  t r u e  c o s t s  f o r  those per iods.  

Th- re  a r e  t w o  a s p e c t  t o  unbalanced bidding. T h e  f i r s t  
is a mathematical eva lua t ion  of t h e  bid to  determine 
w h e t h e r  each bid item c a r r i e s  i t s  sha re  of t h e  c o s t  of t h e  
work p lus  p r o f i t ,  or whether t h e  bid is  based on nominal 
p r i c e s  f o r  some work and enhanced p r i c e s  f o r  o t h e r  work. 
T h e  second a s p e c t ,  t h a t  of m a t e r i a l  unbalancing, involves  
an assessment of t h e  c o s t  impact of a mathematically 
unbalanced bid.  A bid is  m a t e r i a l l y  unbalanced i f  t h e r e  is 
a reasonable  doubt t h a t  award t o  the  bidder  submit t ing a 
mathematically unbalanced b i d  w i l l  not  r e s u l t  i n  the  lowest 
u l t ima te  cost  to  the  government--a b i d  found t o  be 
m a t e r i a l l y  unbalanced may n o t  be accepted. Solon Automated 
S e r v i c e s ,  I n c . ,  8 - 2 0 6 4 4 9 . 2 ,  Dec. 2 0 ,  1 9 8 2 ,  82-2 CPD 11 5 4 8 .  

ISS contends t h a t  i t s  b i d  is not mathematically 
unbalanced because i t  a c c u r a t e l y  r e f l e c t s  t h e  t rue  c o s t s  of 
providing t h e  modular bu i ld ing .  T h e  p r o t e s t e r  ins is ts  t h a t  
a l l  of t h e  major costs for cons t ruc t ing  t h e  custom-design, 
s ing le-use  bui ld ing  would be incur red  i n  t he  f i r s t  year of 
the l e a s e ,  and t h a t  i t  is  t h e r e f o r e  a p p r o p r i a t e  f o r  the 
bidder  t o  seek to  recover  those  c o s t s  during the base-year 
per iod.  ISS reasons t h a t  although i t s  base-year b i d  is 
s i g n i f i c a n t l y  h igher  than i t s  b i d  f o r  the  two opt ion-years ,  
the base-year p r i c e  nonethe less  only c a r r i e s  i t s  
p ropor t iona l  s h a r e  of cost and p r o f i t .  Therefore ,  ISS 
contends,  i t  would r ece ive  no u n j u s t  enrichment i f  the  
o p t i o n s  were not exercised, b u t  would only r e c e i v e  an 
appropr i a t e  r e t u r n  o n  i t s  i n i t i a l  investment. 
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Accord ing  to  ISS, t h e  o n l y  costs t h a t  t h e  b i d d e r  would 
i n c u r  d u r i n g  t h e  o p t i o n  y e a r s  would be  t h e  cost of 
i n s u r a n c e  and l i m i t e d  m a i n t e n a n c e  e x p e n s e s ,  and t h u s  t h e  
pr ice  t o  t h e  government  s h o u l d  be much lower d u r i n g  these 
p e r i o d s .  Moreover ,  ISS e m p h a s i z e s  t h a t  b u i l d i n g s  o f  t h i s  
so r t  have  l i t t l e  or  no  s a l v a g e  v a l u e  o n c e  t h e  o r i g i n a l  
t e n a n t  is f i n i s h e d  u s i n g  them so t h a t ,  a p p a r e n t l y ,  t h e  
u s e f u l  l i f e  o f  t h e  asset  s h o u l d  be deemed t o  be t h e  b a s e  
p e r i o d  o f  t h e  c o n t r a c t .  

However, b o t h  t h e  Navy and Coastal c o n t e n d  t h a t  t h e  
modular b u i l d i n g  is n o t  u n i q u e ;  r a t h e r ,  it is  a f i v e - u n i t  
s t r u c t u r e  composed of  i n d i v i d u a l  s e c t i o n s  t h a t  c a n  be 
combined i n  d i f f e r e n t  ways t o  s u i t  t h e  s p e c i f i c  needs  o f  
each t e n a n t .  The Navy r e a s o n s  t h a t  t h e  s t ructure  c a n  
t h e r e f o r e  be r e s o l d  or r e n t e d  a t  any  t i m e .  I n  s u p p o r t  o f  
t h i s  a rgumen t ,  t h e  Navy n o t e s  t h a t  ISS's b i d  was t h e  o n l y  
unba lanced  b i d  among t h e  f o u r  b i d s  t h e  Navy r e c e i v e d .  
A d d i t i o n a l l y ,  Coastal  has  s u b m i t t e d  a n  a f f i d a v i t  f rom i ts  
sales manager s t a t i n g  t h a t  t h e  o f f i c e  f a c i l i t y  i n  q u e s t i o n  
is a s t a n d a r d  t y p e  t h a t  c a n  be e a s i l y  m o d i f i e d  f o r  d i f -  
f e r e n t  uses,  and which Coastal  h a s  been  a b l e  t o  s e l l  and 
lease i n  t h e  pas t .  

O u r  O f f i c e  g e n e r a l l y  h a s  been  w i l l i n g  to  c o n s i d e r  a 
b i d d e r ' s  b u s i n e s s  r e a s o n s  f o r  f r o n t - l o a d i n g  i t s  b i d  o n l y  
where a m a j o r i t y  o f  t h e  s u b m i t t e d  b i d s  had s i m i l a r l y  
f r o n t - l o a d e d  p r i c i n g  s t r u c t u r e s .  Crown Laundry  & Dry 
C l e a n e r s ,  I n c . ,  B-208795.2, 8-209311, A p r .  22, 1983, 83-1 
CPD 11 438. Here, w e  n o t e  t h a t  t h e  o ther  b i d d e r s  a r e  a b l e  
to  d i s t r i b u t e  t h e i r  costs o v e r  t h e  n a t u r a l  l i f e  o f  t h e  
asset  and to  c h a r g e  a p r o p o r t i o n a t e  amount f o r  each y e a r  of 
t h e  lease. Moreover ,  a l t h o u g h  b u s i n e s s  r e a s o n s  f o r  f r o n t -  
l o a d i n g  b i d s  rriay w e l l  ex i s t  i n  a p a r t i c u l a r  c i r c u m s t a n c e ,  
w e  c a n n o t  i g n o r e  t h e  f ac t  t h a t  a b i d  w i t h  t h i s  p r i c i n g  
s t r u c t u r e  e n a b l e s  t h e  b i d d e r  t o  r e c e i v e  d u r i n g  t h e  b a s e  
c o n t r a c t  p e r i o d  government  f u n d s  more p r o p e r l y  a l l o c a b l e  t o  
o p t i o n  periods,  and permits  a w i n d f a l l  t o  t h e  b i d d e r  i f  a l l  
o p t i o n s  f o r  some r e a s o n  a re  n o t  e x e r c i s e d .  The proper t e s t  
f o r  d e t e r m i n i n g  w h e t h e r  a b i d  is  m a t h e m a t i c a l l y  unba lanced  
f o c u s e s  o n  t h e  p r i c i n g  s t ructure  o f  a l l  b i d s  and t h e  s c o p e  
and n a t u r e  of t h e  s e r v i c e s  t o  be r e n d e r e d ,  r a t h e r  t h a n  
f o c u s i n g  on  t h e  b u s i n e s s  r e a s o n s  o f  each b i d d e r .  I d .  I n  
t h i s  r e g a r d ,  w e  o b s e r v e  t h a t  t h e  b u s i n e s s  r e a s o n  I= o f f e r s  
fo r  i t s  b i d ,  i .e . ,  t h e  recoupment  o f  a l l  b u i l d i n g  costs 
i n  t h e  f i r s t  y e a r  e v e n  though i t  w i l l  own and u s e  t h e  
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equipment  i n  s u b s e q u e n t  y e a r s ,  assumes t h a t  i t  is p r o p e r  t o  
o b t a i n  i n  t h e  base y e a r  government  f u n d s  t h a t  are more 
p r o p e r l y  a l l o c a b l e  t o  t h e  o p t i o n  y e a r s .  

S i n c e  ISS's b i d  for t h e  base p e r i o d  is more t h a n  100 
times i t s  price f o r  each of t h e  t w o  o p t i o n  y e a r s ,  even  
though t h e  goods  and s e r v i c e s  t o  be p r o v i d e d  a re  t h e  same 
d u r i n g  each of these p e r i o d s ,  w e  f i n d  t h a t  t h e  b i d  i s  
m a t h e m a t i c a l l y  unba lanced ,  F u r t h e r m o r e ,  s i n c e  ISS 
s u b m i t t e d  t h e  o n l y  f r o n t - l o a d e d  b i d ,  w e  w i l l  n o t  c o n s i d e r  
w h e t h e r  i ts  i n t e r n a l  b u s i n e s s  reasons j u s t i f y  t h i s  p r i c i n g  
method. 

However, i t  is s t i l l  n e c e s s a r y  to  d e t e r m i n e  whether  
t h e  b i d  is  m a t e r i a l l y  unba lanced .  A b i d  is m a t e r i a l l y  
unba lanced  i f  t he re  i s  a r e a s o n a b l e  d o u b t  t h a t  award t o  
t h e  b idde r  s u b m i t t i n g  a m a t h e m a t i c a l l y  unba lanced  b i d  w i l l  
r e su l t  i n  t h e  lowest u l t i m a t e  cos t  t o  t h e  government .  
S o l o n  Automated S e r v i c e s ,  I n c . ,  s u p r a .  The  d e t e r m i n a t i o n  
of w h e t h e r  r e a s o n a b l e  d o u b t  e x i s t s  is a f a c t u a l  one  w h i c h  
v a r i e s  depend ing  upon t h e  p a r t i c u l a r  c i r c u m s t a n c e s  o f  each 
p rocuremen t .  Id. 

ISS a r g u e s  t h a t  i t s  b i d  w i l l  r e s u l t  i n  t h e  lowest cost  
to  t h e  government  because t h e  Navy r e a s o n a b l y  e x p e c t s  t h a t  
t h e  r e q u i r e m e n t  w i l l  e x i s t  and t h a t  f u n d s  w i l l  be a v a i l a b l e  
d u r i n g  t h e  t w o  o p t i o n  p e r i o d s .  T h e  p r o t e s t e r  stresses t h a t  
t h e  Navy e x p r e s s e d  a s t r o n g  e x p e c t a t i o n  t h a t  t h e  o p t i o n s  
wou ld  be  exe t - c i sed ,  and t h a t  s imilar  o p t i o n s  had u n i f o r m l y  
been  exercised i n  t h e  p a s t .  ISS reasons t h a t  s ince  there 
is no reasonable d o u b t  t h a t  t h e  o p t i o n s  w i l l  be exercised, 
there  is n o  r e a s o n a b l e  d o u b t  t h a t  i t s  own b i d  w i l l  p r o v i d e  
t h e  lowest cost  t o  t h e  governemnt o v e r  t h e  3-year  p e r i o d .  

P r i o r  t o  our  d e c i s i o n  i n  Lear S i e g l e r ,  I n c . ,  
B-205594.2, June  29 ,  1982,  82-1 CPD 11 632,  t h e  mater ia l  
u n b a l a n c i n g  a n a l y s i s  was l i m i t e d  t o  d e t e r m i n i n g  whe the r  t h e  
government  r e a s o n a b l y  e x p e c t e d  t o  exercise t h e  o p t i o n s .  I f  
t h e  e x e r c i s e  was r e a s o n a b l y  a n t i c i p a t e d ,  w e  conc luded  t h a t  
t h e  b i d  was n o t  m a t e r i a l l y  unba lanced .  E.g. ,  J immy's  
A p p l i a n c e ,  61 Comp. Gen. 4 4 4  ( 1 9 8 2 ) ,  82-1 CPD 11 542. W e  
m o d i f i e d  t h i s  t e s t ,  however ,  i n  t h e  Lear S i e g l e r  case. 
W e  h e l d  t h a t  even  though t h e  Army e x p e c t e d  to  exercise  t h e  
o p t i o n s ,  s i n c e  t h e  b i d  i n  q u e s t i o n  was e x t r e m e l y  unbalanced  
and would  n o t  become l o w  u n t i l  t h e  3 9 t h  month of a poss ib le  
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42-month contract, there was a reasonable doubt whether the 
unbalanced bid would ultimately provide the lowest cost to 
the government. We recognized that despite the intent to 
exercise the options, intervening events could cause the 
contract not to run its full term, resulting in an 
inordinately high cost to the government and a windfall to 
the bidder. Here, the front-loaded bid would require the 
government to pay 86 percent of the total 3-year price in 
the first year. ISS's bid would not become low until both 
of the options had been exercised. 

Although the Navy generally does expect to exercise 
the options under this contract, it has expressed some 
uncertainty in this regard. The agency notes, for example, 
that the mobile offices would be used by overflow personnel 
working on a broad range of projects, and that fluctuations 
in the need for personnel and workspace are more difficult 
to estimate in this situation than where the specific need's 
of a single client are involved. Under the circumstances, 
we are persuaded that there is a reasonable doubt that 
ISS's bid would actually result in the lowest cost to the 
government. Therefore, we find that ISS's bid is 
materially unbalanced and was properly rejected as 
nonresponsive. 

Finally, ISS argues that it has successfully 
submitted front-loaded bids in the past, and that none of 
those bids were determined to be materially unbalanced. 
However, the government's acceptance of an ISS bid in the 
past is irrelevant to the evaluation of the present bid. 
Each contract award is a separate transaction, and an 
agency is not required to accept an offer simply because a 
previous offer with similar terms was considered acceptable 
under a different set of circumstances. See M.S. Ginn Co., 
B-215579, Dec. 26,  1984, 84-2 CPD U 701. As discussed 
above, the determination of whether a bid is materially 
unbalanced may vary according to the particular circum- 
stances of each procurement. 

- 

The protest is denied. 

General Counsel 
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